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REVIEW OF THE MONTH
Investment holdings of member banks have
been increasing since last summer and are
now almost as large as they
Recent banking were late in 1936 and early
developments *
n '1937. Bank deposits and
reserves, both of which in-
creased to new high levels late in 1938 and
again in January of this year, have shown no
further growth during recent weeks. Gold
imports have continued in large volume, but
their effect in increasing bank reserves and
deposits has been largely offset by substan-
tial increases in Treasury balances at the
Federal Reserve banks. These balances were
increased in December and again in Feb-
ruary by proceeds from sales of direct and
guaranteed obligations of the United States
Government, and were also increased in the
third week of March by income tax receipts.
Treasury financing in March took the form
of offering additional amounts of three out-
standing Treasury issues,
reasury nancmg ^ exchange for Treasury
notes maturing June 15, 1939. Holders of the
maturing notes were offered the choice of ex-
changing them for the 1% per cent notes
maturing December 15, 1943, with a premium
of one point, the 2i/2 per cent Treasury bonds
of 1950-1952 with a premium of 2!/2 points, or
the 2% per cent Treasury bonds of 1960-1965
with a 2%-point premium. The maturing
notes totaled $1,290,000,000 and all but about
$30,000,000 were exchanged for the issues
offered by the Treasury. The exchanges con-
sisted of $890,000,000 of the longer bonds,
$320,000,000 of the 2i/2 per cent bonds, and
$50,000,000 of the notes. These operations,
by increasing the amount of Treasury bonds
and reducing the volume of notes outstand-
ing, resulted in a lengthening of the average
maturity of the public debt, as have other
Treasury debt operations during recent years.
Changes in the structure of the United States
Government debt were discussed in the Jan-
uary BULLETIN.
Treasury receipts from income taxes and
other sources around the middle of the month
exceeded its expenditures, including interest
payments due at that time, and consequently
the Treasury's balance at the Federal Re-
serve banks was somewhat increased. In
February there had been an addition to this
balance from sales of guaranteed obligations
in the form of notes of two of the Govern-
ment agencies. The Treasury's balance with
the Reserve banks on March 22 was about
$1,200,000,000. In addition the Treasury has
about $600,000,000 of unpledged gold in its
working balance and $900,000,000 of deposits
at commercial banks. These three items con-
stitute the Treasury's cash balance, and as
the Treasury makes disbursements out of its
holdings in vault and with the Federal Re-
serve banks to meet the expected current ex-
cess of expenditures over receipts, bank de-
posits and reserves will increase.
Following the announcement by the Treas-
ury on February 27 that no new cash would
be raised in the March
Security markets finandng> there wag a CQn. siderable rise in Government security prices.
From February 27 to March 10 the average
yield on long-term Treasury bonds declined
from 2.42 per cent to a new record low level
of 2.32 per cent. This compares with an
average of 2.52 per cent early in December.
The longer-term Treasury notes showed a
similar change, with the yield on the Decem-
ber 1943 issue declining from 0.85 per cent
on February 27 to 0.70 per cent on March 10.
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Treasury bills have been selling on practi-
cally a no-yield basis for the past three
months.
Prices of the highest-grade bonds of utility
and industrial corporations rose to new high
levels in the first half of March and those of
lower-grade corporate bonds advanced to the
highest prices since early in 1937. With the
development of international difficulties in
Europe around the middle of March, there
were sharp declines in stock prices, but the
decline in bond prices was not as large as the
advance in recent weeks.
The principal demand for Government se-
curities during the recent sharp rise in prices
came from banks and other
Changes in financial institutions, reflecting
i^cTtyTanks
 th^ abundant supply of funds
in the market seeking invest-
ment outlets. In the early weeks of the year
there were declines in Government security
holdings at New York City banks, as shown
by the chart, and increases at Chicago banks,
representing principally shifts in Treasury
bill holdings between these two groups of
banks. During the five weeks ending March
22 reporting member banks in New York
City increased their holdings of direct obli-
gations by $190,000,000; their bond holdings
increased by $425,000,000, while holdings of
notes and bills declined by $235,000,000. It
appears that about $100,000,000 of these
changes represented conversions of notes into
bonds at the March financing. New York City
banks also purchased additional amounts of
Government guaranteed obligations in Feb-
ruary. Chicago banks have recently shown
little further change in Government security
holdings.
At banks in the 99 other reporting cities
holdings of guaranteed obligations have in-
creased somewhat, while those of direct obli-
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Banks in 101 leading cities ; latest figures for March 15. U. S. Government obligations include direct and
fully guaranteed. Commercial loans based on new classification beginning May 19, 1937.
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gations have declined slightly. The decline
in direct obligations occurred principally in
holdings of bonds until the time of the new
Treasury financing on March 15, when there
was a substantial shift of some $250,000,000
from notes to bonds. The chart shows that
the combined holdings of direct and guar-
anteed Government obligations at banks in
100 leading cities outside New York have in
recent weeks been at approximately the pre-
vious maximum reached at the end of 1936.
Holdings of securities other than those
of the United States Government increased
somewhat at New York City banks during
the early weeks of the year but showed little
change at banks in other cities. More de-
tailed call report figures show that all classes
of banks have steadily increased holdings of
State and local government obligations in re-
cent years, but that holdings of corporate
securities, which increased somewhat in 1936,
declined substantially in 1937 and slightly
further in 1938 to about the 1934 level.
Bank loans have shown little change of
importance in recent months. Loans to
brokers and dealers in securities rose some-
what in the latter part of 1938 and also
showed a temporary increase early in March
to finance dealers' commitments in connec-
tion with Treasury debt operations. Com-
mercial loans at city banks increased slightly
in March, following a slow decline since the
middle of last year.
Developments at banks outside of leading
cities are shown by the call report figures for
member banks other than re-
Loans and serve city and central reserve
f city banks, the so-called country
banks. The latest complete re-
port of condition for these banks, that of De-
cember 31, 1938, has just become available.
In the latter half of 1938 the principal de-
velopments at country banks were similar to
those at banks in leading cities outside New
York. Demand deposits and holdings of
United States Government and of State and
local government obligations increased to
peak levels. In addition, country banks con-
tinued to add moderate amounts to their real
state loans, while commercial and agricul-
tural loans showed little change and holdings
of corporate securities were further reduced.
Reserves of country banks carried with Fed-
eral Reserve banks have increased slightly
since the middle of last year, while their bal-
ances with other banks have been built up to
new high levels.
Changes in security holdings of country
banks are shown in the chart. After declin-
ing in the first half of the year, country-
bank holdings of United States Government
securities increased considerably in the latter
half of 1938 to a total of $3,200,000,000, an
amount more than twice as large as in June
1933. Since that time holdings of State and
local government securities at country banks
have shown a gradual growth.
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While country bank holdings of obligations
of various governmental bodies have been
rising, corporate security holdings of these
banks have fallen rapidly over the past two
years to the low level of 1933-1934. Declines
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have occurred in holdings of securities of
railroads, public utilities, and other domestic
corporations. As compared with holdings in
the 1928-1929 period immediately preceding
the depression, holdings of domestic corpo-
rate securities at country member banks have
been cut by one third, while at city member
banks they have shown little net change.
Commercial, industrial, and agricultural
loans at country banks were maintained at a
rather stable level in 1938. Holdings of
open-market paper declined for the first time
since 1933, the decline for the year 1938
amounting to about $75,000,000, which was
somewhat less than the decline in the volume
of open-market commercial paper outstand-
ing.
Real estate loans at country banks in-
creased by about $135,000,000 in 1938, con-
tinuing the steady advance that began in the
spring of 1936. Since March 1936 the in-
crease has amounted to $310,000,000, a
growth of about 30 per cent, with increases
occurring at country banks in each Federal
Reserve district. The growth in these loans
has been on real estate other than farm land.
At the end of 1938 about 13 per cent of their
total real estate loans was on farm land,
while 65 per cent was on residential prop-
erty, excluding farm residences, and 22 per
cent was on other properties, principally
commercial and industrial.
Further analysis of the call report figures
for all classes of banks with special reference
to new information obtained in the latest
report is given in an article on pages 259-264
of this BULLETIN.
Since last spring, when substantial growth
of bank reserves was resumed, most of the
increase in reserves has been
Shifts in for tjle acCount of New York bank reserves
City banks. Fluctuations m
these reserves at banks in New York and in
other leading cities are shown on the chart.
The growth in deposits in that period, how-
ever, was not concentrated in New York.
In the latter half of 1938 deposits, other than
those of foreign and domestic banks, in-
creased at reserve city banks and at country
banks by about the same amounts as at New
York banks.
It appears from the following table that the
additional funds received by country banks
were used in large part to increase their in-
vestments, that a smaller part was placed
on deposit with correspondent banks, and a
small amount was added to their reserves.
At reserve city banks, including Chicago
banks, most of the funds received were loaned
or invested, the amount added to reserve
balances being less than the increase in re-
quired reserves. This was due in part, how-
ever, to a temporary decline in reserves over
the end-of-year period. New York City
banks showed a smaller increase in loans and
investments than other banks and, as pre-
viously indicated, a larger growth in their
reserves.
PRINCIPAL CHANGES IN CONDITION OF MEMBER BANKS
BY CLASSES OF BANKS, JUNE 30-DECEMBER 31, 1938
[In millions of dollars]
Deposits:
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Investments

































































1 Central reserve city banks only.
2 Includes central reserve city banks in Chicago.
3 Adjusted to exclude cash items reported as in process of collection.
4 The increases shown are reduced by the separate reporting on Decem-
ber 31 of $145,000,000 of investments and other assets (principally loans)
indirectly representing real estate.
In the early weeks of 1939 New York City
banks continued to gain large amounts of re-
serves, while Chicago banks lost reserves,
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reflecting in part the previously mentioned
shift in Treasury bill holdings. In the first
half of February city banks generally lost re-
serves owing to payments for the guaranteed
obligations sold by the Treasury. In the first
three weeks of March, which included the in-
come tax collection period, banks outside New
York showed some gain in reserves, while
New York City banks showed little change.
New York banks continued to obtain reserves
from gold imports, but they lost funds as a
result of income tax payments and also be-
cause of their own increased purchases of
Treasury bonds and purchases of June Treas-
ury notes by dealers and others in New York,
who acquired them largely from out-of-town
banks to exchange for the issues offered in the
March Treasury financing.
Between the first of February and the
middle of March gold imports to the United
States amounted to $320,-
Recent gold and 000,000, compared with
capital movements .
$290,000,000 m the pre-
ceding six-week period. The continuance of
gold imports at a high level, however, re-
flected to a smaller extent than in previous
months the excess of merchandise exports
from the United States and the continued
transfer of private short-term balances to
this country from abroad. For the most part
the movement was attributable to the opera-
tions of foreign monetary authorities.
The United States export surplus declined
from $175,000,000 in the last two months of
1938 to $95,000,000 in the first two months
of 1939. In view of the usual delays in settle-
ment for foreign trade transactions it is
probable that the foreign commercial demand
for dollars diminished in February and
March. The inflow of private short-term
funds, which reached substantial proportions
during the week ending January 30, largely
subsided in succeeding weeks. There was
continued pressure on the guilder and the
belga but the pound sterling and the French
and Swiss francs rose on the exchange mar-
ket. The following table shows changes in
the exchange quotations for these currencies
from January 31 to March 13, before the
exchange markets were unsettled by develop-
ments in Europe.
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Noon buying rates in New York for cable transfers.
With the reduction in net foreign purchases
of dollars to cover commercial requirements
and private capital transactions, foreign cen-
tral banks and governments began to expand
their holdings of gold and dollar balances in
this country. Between the first of February
and the middle of March gold under earmark
for foreign account in the United States in-
creased by $111,000,000 and deposits of for-
eign central banks at the Federal Reserve
banks increased by $83,000,000. This in-
crease of $195,000,000 in official foreign gold
holdings and balances in the United States
compares with a decrease of about $10,000,-
000 from the middle of December to the first
of February.
In the latter half of March the recurrence
of war fears in Europe led not only to some
liquidation of foreign holdings of American
securities, but to a renewed flight of foreign
short-term funds to the United States on
private account. Some of the official re-
sources recently accumulated in this market
were employed to meet the private demand
for dollars. Deposits of foreign central banks
at the Federal Reserve banks declined $35,-
000,000 in the week ending March 22.
In view of the importance of official opera-
tions from time to time in the movement of
Federal Reserve Bulletin: April 1939248 FEDERAL RESERVE BULLETIN APRIL 1939
funds between the United States and foreign
countries the statistics of international cap-
ital transactions of the United States, which
appear on pp. 284-296 of the current issue,
will henceforth show the movement of cen-
tral bank funds in New York separately from
that of other foreign short-term funds in the
United States. Beginning with this issue the
statistics of international capital transac-
tions will be published every month.
Appointment of Class C Director at Federal Reserve
Bank of Philadelphia
On March 2, 1939, Alfred H. Williams,
Dean of the Wharton School of Finance and
Commerce of the University of Pennsylvania,
Philadelphia, Pennsylvania, was appointed a
Class C director of the Federal Reserve Bank
of Philadelphia for the unexpired portion of
the three-year term ending December 31,
1941.
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